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June 27, 2001 

Bush Tax Cut and Defense Request Spend Medicare Surplus 

Dear Democratic Colleague: 

Late Friday afternoon, the Bush administration announced that it will seek a fiscal 2002 
defense budget authority increase of $18.4 billion above its February request. The attached 
House Budget Committee Democratic staff analysis shows how the Republicans’ recently 
enacted tax cut, in combination with the defense request and other policies in their budget 
resolution and elsewhere, would spend the Medicare Trust Fund surplus over the six years 
2003-2008 by a total of $192 billion. 

In the budget debate earlier this year, Democrats pointed out that the President’s request, and 
the Republican budget resolution that embodied it, made no allowance for known future needs, 
or for unforeseen risks. Subsequent developments make the consequences of the Republican 
tax cut more clear. Even without the new defense request, the budget spent into the Medicare 
Trust Fund surplus in fiscal years 2003 and 2004 — and would have done so also in 2002 and 
2005 (with a small surplus in 2004) were it not for a corporate income tax payment timing-
shift.  But this defense request makes the situation even worse. 

This new administration inherited the largest budget surplus in our nation’s history. Yet after 
only five months, the record eight-year string of improving budgets is over, and the budget is 
headed to tap the Medicare Trust Fund surplus for day-to-day government operations once 
more. 

Sincerely,


/s

John M. Spratt, Jr.

Ranking Democratic Member
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Bush Tax Cut and Defense Spending Divert $192 Billion in Medicare Funds 

Late Friday afternoon, the Bush administration announced that it will seek a fiscal 2002 defense budget 
authority increase of $18.4 billion above its February request. Because of their recently enacted tax 
cut, and in combination with other policies in their budget resolution and their recent policy 
pronouncements, the Bush administration and the Republican Congress now propose to spend the 
Medicare Trust Fund surplus over the six years 2003-2008 by a total of $192 billion. 

In the budget debate earlier this year, Democrats pointed out that the President’s request, and the 
Republican budget resolution that embodied it, made no allowance for known future needs, or for 
unforeseen risks. Subsequent developments make the consequences of the Republican tax cut more 
clear. Even without the new defense request, the budget spent into the Medicare Trust Fund surplus 
in fiscal years 2003 and 2004 — and would have done so also in 2002 and 2005 (with a small surplus 
in 2004) were it not for a corporate income tax payment timing shift. 

But this defense request makes the situation worse.  The House Budget Committee Democratic staff 
analysis assumes that these defense funds are extended to future years with only inflationary growth. 
(The amount will likely be much more.) It assumes further that emergency spending in future years 
equals the average specified by the House Republican budget resolution, and that the major expiring 
tax benefits are extended — as most of them have been before. Even with only these modest — and 
virtually certain — additional costs, the budget spends into the Medicare Trust Fund surplus from 2003 
through 2008 by a total of $192 billion, with minuscule surpluses in 2001, 2002, and 2009. 

Billions of dollars 2003 2004 2005 2006 2007 2008 2003-08 
Spending of Medicare Surplus -27 -33 -37 -37 -34 -24 -192 

Recent signs suggest that this is but one more step in a continuing erosion of the surplus. The budget 
still does not account for the costs of undoing the impact of the Bush tax cut on the ballooning 
alternative minimum tax (AMT); repealing the tax bill’s unlikely sunsets; enacting any of the further 
tax cuts that remain on the Republican Congressional calendar; and providing the further defense 
increases that Pentagon sources readily discuss in the press. 

Any ill effects from the softness of the economy can only worsen the outlook; weak corporate tax 
receipts have already prompted predictions of $20 billion reductions for both 2001 and 2002. 

This new administration inherited the largest budget surplus in our nation’s history. Yet after only five 
months, the record eight-year string of improving budgets is over, and the budget is headed to tap the 
Medicare Trust Fund surplus for day-to-day government operations once more — for at least until the 
first baby-boomers start collecting their Social Security checks. 




